@Congress of the United States
Washington, B 20315

January 24, 2006
Chairman Jim Ramstad Ranking Member John Lewis
Subcommittee on Oversight Subcommittee on Oversight
Committee on Ways and Means Committee on Ways and Means
U.S. House of Representatives U.S. House of Representatives
1102 Longworth House Office Building 1102 Longworth House Office Building
Washington D.C. 20515 Washington D.C. 20515

Dear Chairman Ramstad and Ranking Member Lewis:

We are wiiting to bring to your attention 1ecent, troubling allegations about the
Internal Revenue Service (IRS), and how it conducts and reports its enforcement duties.
These allegations, in concert, create questions about how far the IRS has come in enforcing
the tax laws equitably and openly. We ask that you hold hear ings to determine the veracity of
these reports, and to examine whether IRS enforcement needs greater legislative oversight.

A recent New York Times article and subsequent editorial (*IR.S Is Sued on Failure
to Release Tax Data” - 1/10/06, and “What Isthe IR S Trying to Hide?” - 1/17/06, enclosed
below), allege that the IRS is withholding information on how thoroughly and how often the
Service audits large corporations and the wealthy, following evidence that enforcement had
fallen off'in 2003 This is especially troubling in light of the over $300 billion tax-gap
reported by the IRS every year.

Meanwhile, the National Taxpayer Advocate’s (Advocate) recent Repot to the
Congress argued that one of the “most serious problems encountered by taxpayers,” is the fact
that the IRS Questionable Refund Progiam (QRP) is withholding refunds fiom thousands of
taxpayets who are suspected of committing tax fraud, without their knowledge, and often
without merit (Report language is enclosed below). The Advocate determined (through a
random sampling of cases in which taxpayers requested assistance) that 75% of the taxpayers
affected by QRP are low-income, and 80% received a full or partial refund (66% of the
taxpayers affected received a full refund). This morning IRS Commissioner Mark Everson
announced that he has directed a review of the Questionable Refund Program, and we are
eaget to hear the results of this review.

The IRS is the federal agency with perthaps the important and consistent contact with
Americans. We must strive to give the American people the information they deserve, and
the confidence that their government is enforcing the law without prejudice If the IRS is
favoring any taxpayer or set of taxpayers, the public and their representatives have a right to
know.
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We look forwaid to getting the opportunity to hear more about what is happening in
IRS enforcement, and to help you both in finding ways to ensure that the tax laws we write
are fairly enforced.

Sincerely,
A
g
Benjamin L. Cardin Rahm Emanuel
Member of Congress Member of Congress

Enclosures
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Recards sémwim how Spsiughly
the Imepmal Waqg Sayvie gv;;m
blg cotporstions apd the oleb, and
ﬁ&ﬁwmazﬁh it diseounts the additonsl
after mudite, azd ﬁ@m
ing m frih e pubile des
A 1276 coverl ander requirlg the
Sharlomare, &OSOPGISE 40 & IBERE M-
thnn medimtwm infederalzonztin
Hentiin.

_Par derades, the indor rstion wag
gm & e chorge b g peofesa &
Syracuss ﬁmg&i;ﬂmmﬁ Lomz,
wiits e i availeie oo the Titraet
st froe gy, with Mﬁ fm‘gm}e

sarvice 4nd other big federa] Agen
msi&mﬂs}ﬁ%f&@ﬁwm,tm

g HEE' Sﬂﬁé, ﬁm service m by
thixt it WA et prvids the infogma
1 and m:ﬂgg‘éd iz #gt@[ﬂiﬁm o

mgﬁng @;@m a?.gr
sﬁmm thiat 1 € gver e maKE
the datn Bubﬁ& o “ﬁa hiﬁfﬁ&ﬁ-

e gm%ﬁﬁé%ﬁ
B :
mm@m mys

ﬁsmaéai?ag :

1:_‘«-; HEa

and thet "secardimply, the RS ip
#n? o violatim of say standing ie-
s Tang

Professon  Long  Tosprou
sendtmy A Kelth a copy o mgﬁ
pt. e, Keirh said no one rosy af the
sy wes Awargof 11

e theughe we werd provideg
%@Ma ﬁﬁﬁ&mﬁﬁw“ be

m&@ﬁwhﬂxm;&m t{at&%@

i\aﬂ intormaiice fepid”
?ﬂ%ﬁ@r‘iﬁm ﬂmﬁ&ﬂg@m

r}-i‘r- ’ﬁﬁﬁﬂf ﬁ
a_‘am W%mﬁbmﬂ
e ek f'ni} ﬁlﬁ:ﬁ

m . il
"%"?ﬂ@t n%ﬁn; cies Whose

L

to'Release Tax ]

Fi

L mﬁewm}mrmﬁﬁmm
‘:mmmﬂm
!t srd Dich mﬁ#ﬂéﬁ&é&z

it d
<) David Bussim, onfirector With

 that Didicated how much sudions
éfgg is e B enigs pases, but i
7, 1EK
st g

Fmgﬁm agency disclpsute of, bm
frrmatios” D 8 meoting with newe | §
’ﬁaﬁ&f m laze April, the prosk | §
st sab, *The prespmprion sughi £9 | §
Bs that civisens ooehi to kmow BF
wrinch &9 pesaiive aboul thy gevenn-
pent decivion making”
km%mf&%%ﬁw,
Trart Bulfy, sald be was mawers of
she problema that Professar Long
rafsed hat that be m@ﬂ ool imo

m Eaith m @EHE&&% FEE P Rl
played o rele o the declslan to with-

mmm

Barden 15 mvmhwmdem
payey monsy aps we spending 0
meekinie”

Among the withbebl Information

inges af e

Amppng other findings, Prodesser

;Wsﬂ%ﬁu—zms&mﬂhmmmm

1084 the poOY w&m more 1ikealy thiam
The pleh 1 by i ,

y Jgis axpayers Regii-

ot e . .
ﬁiﬂﬁaiﬁﬁ vﬁﬁmiﬂu&ﬁﬁi&" MI

1 ‘_;_,“‘gj ﬁmmﬁmmwmy}qwia‘ ‘ I




Ehye Now Hork Eimes

rytimes com
January 17, 2006
Editorial
What Is the IR S Trying to Hide?
The attributes that allow the Intetnal Revenue Service to do its job - power and pervasiveness
- are the same ones that create the potential for the mistreatment of taxpayers. To prevent
abuse, the public must have a steady stream of facts and figures on how the agency collects
taxes.

But as The Times's David Cay Johnston reported last week, after years of providing such data,
the LR S. is now balking. A motion filed recently in federal court asserts that the agency is
defying a longstanding couit order requiring it to release audit statistics. The information in
question shows how thoroughly the I.R.S. audits corporations and rich taxpayers compared
with others, how much time it spends on audits, and how much additional tax is
recommended The figures are crucial in gauging the agency's faimess, efficiency and
effectiveness.

The motion was filed by Prof. Susan Long, who teaches statistics at Syracuse University. In
1974, while writing her dissertation, Professor Long sued the I R.S. for access to agency
statistics. In 1976, she won an order entitling her to the audit data on an ongoing basis. Today,
much of what the public knows about the LR .S. is based on data she has gathered and, since
1992, posted online at trac.syr.edu.

In May 2004, the IR.S 1efused to release figures Professor Long had requested. The timing
was curious. A month earlier, she had posted data showing sharply fewer corporate audits in
2003 and had critically contrasted the data with public comments in early 2004 by the IR 5.
commissioner, Mark Everson, about cracking down on corporate wrongdoing. The IR.S. says
the events aren't connected.

Fist, the agency told Professor Long that it was under no obligation to provide the data.
Reminded of the court order, the I R.S . now says that Professor Long's requests have become
excessive and could inadvertently reveal the identities of taxpayers. Professor Long simply
asks the court to enforce its order She deserves to prevail again.




THe MosT SERIOUS PROBLEMS ENCOUNTERED BY TAXPAYERS

Internal Revenue Code § 7803{c)(2)(B)H(HH) requires the National Taxpayer Advocate to
describe at least 20 of the most serious problems encountered by taxpayers. This year's report
describes 21 problems. In each case, the report includes the National Taxpayer Advocate's
description of the problem, the IRS’s response, and the National Taxpayer Advocate’s final
comments and recommendations  This format provides a clear picture of which steps have
been taken to address the most serious problems and which additional steps the National
Taxpayer Advocate believes are reduired

The 21 problems described in the report are as follows:

1. Trends in Taxpayer Service. As the IRS proposes to aliocate more resources fo collection,
examination, and criminal investigation functions and fewer resolrces to taxpayer service
functions, the IRS is also increasing efforts fo "migrate” taxpayers toward slectronic services
and away from face-fo-face contact. Before altering the mix of service and enforcement, the
National Taxpayer Advocate believes the IRS should spend more time studying what types of
services different taxpayer segments need and how best to deliver these services to help
taxpayers remain compliant. The National Taxpayer Advocate recommends that the IRS
undertake a ressarch-driven needs-assessment, from the taxpayers’ perspective, 1o help
identify what services taxpayers need and want and how best to deliver them. An assessment
of needs will also help identify groups of taxpayers that may be resistant to, or unable to access,
cerfain services. Once the IRS conducts a detalled assessment and understands how any
proposed changes to taxpayer service may affect compliance, the IRS should develop a
detailed strategy for migrating taxpayers from the current 1o the proposed model of deiivering
{axpayer service.

2. Criminal Investigation Refund Freezes. The IRS Criminal Investigation function (C1},
through its Questionable Refund Program {QRP), places a "freeze” on hundreds of thousands of
refund claims each year that it believes may contain indicia of fraud. Ci parsonnel currently
review the refund claims and "determine” whether they are fraudulent - without notifying
taxpayers that their claims are under review and without giving taxpaysrs an opportunity fo
present documentation supporting their positions. Last year, the Taxpayer Advocate Service
{TAS) raceived more than 28,000 requests for assistance from taxpayers whose refunds had
been frozen. TAS studied a randomly selected sample of nearly 500 cases to determine the
ultimate disposition of these cases. When TAS assisted the taxpayers, Cl ultimately agreed to
issus the full amount of the refund claimed (or more) in 66 percent of the decided cases andio
issue a partial refund in an additional 14 percent of the decided cases. Thus, taxpaysrs
received a full or partial refund in 80 percent of frozen-refund cases broughtio TAS. The
median Adjusted Gross Income (AG!) of these taxpayers was $13,330, and the median refund
was $3,519. Thus, the refund constifuted, on average, more than 26 percent of the claimant's
AGH for the year, and the taxpayers were required to wait, on average, more than 8-1/2 months
to recelve thelr refunds. The National Taxpayer Advocate belleves that the QRP Is an important
program to protect against tax fraud, but the IRS must implement procadures fo notify taxpayers
that their refunds have been frozen, provide taxpayers with an opportunity to submit
documentation, and bring cases to a quicker resociution.




